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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
Harbour Investments, Inc.
Madison, Wisconsin

We have audited the accompanying statement of financial condition of Harbour Investments, Inc as of
December 31, 2012 that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934,
and the related notes to the financial statement.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement. An audit involves performing
procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The
procedures selected depend on the auditor's judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity's preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion
In our opinion, the financial statement referred to above presents fairly, in all material respects, the

financial position of Harbour Investments, Inc. as of December 31, 2012 in accordance with accounting
principles generally accepted in the United States of America.

M Y P

Minneapolis, Minnesota
February 25, 2013

Member of Kreston International - a global network of independent accounting firms
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HARBOUR INVESTMENTS, INC.
Madison, Wisconsin

STATEMENT OF FINANCIAL CONDITION
December 31, 2012

ASSETS
Current assets
Cash and cash equivalents $ 819,623
Commissions receivable 2,364,722
Marketable securities owned, at fair value 87,552
Deferred income taxes 4,090
Total current assets 3,275,987
Total assets $ 3,275,987
LIABILITIES
Accounts payable $ 55,277
Commissions payable 2,327,330
Total current liabilities ) 2,382,607
Total liabilities 2,382,607

STOCKHOLDERS' EQUITY

Common stock, no par value; 2,000,000 shares authorized;

208,334 shares issued and outstanding 16,500
Paid-in capital 6,500
Retained earnings 870,380

Total stockholders' equity 893,380
Total liabilities and stockholders' equity $ 3,275,987

The accompanying notes are an integral part of the financial statements.
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HARBOUR INVESTMENTS, INC.
Madison, Wisconsin

NOTES TO FINANCIAL STATEMENTS

NOTE 1 - INFORMATION ABOUT THE COMPANY AND SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES

Harbour Investments, Inc. (the company), is a member of the Financial Industry Regulatory
Authority and is registered with the Securities and Exchange Commission as a securities
broker/dealer. The company serves primarily as a broker in connection with the sale of
mutual funds and direct participation programs throughout the United States.

A

CASH AND CASH EQUIVALENTS

For purposes of the statement of cash flows, the company considers all highly liquid
investments purchased with an original maturity of three months or less to be cash
equivalents.

RECEIVABLES

Management considers receivables to be fully collectible; accordingly, no allowance for
doubtful accounts has been provided. If amounts become uncollectible, they are charged
to operations in the period in which that determination is made.

MARKETABLE SECURITIES

Marketable securities are valued at fair value. The resulting difference between cost and
market value is included in income.

COMPUTER EQUIPMENT

Computer equipment is carried at cost, totaling $50,840. It is fully depreciated as of
December 31, 2012. Depreciation is provided for by using the straight-line method over
the estimated useful lives of the assets which is five years.

INCOME TAXES

Income taxes are provided for tax effects of transactions reported in the financial
statements and consist of taxes currently due plus deferred taxes related primarily to the
differences of the valuation of investment securities for financial and income tax
reporting in accordance with ASC No. 740 ("Accounting for Income Taxes"). Deferred
tax assets and liabilities represent the future tax return consequences of those differences,
which will either be taxable or deductible when the assets and liabilities are recovered or
settled based on enacted tax laws and rates applicable to the periods in which the
differences are expected to affect taxable income.



HARBOUR INVESTMENTS, INC.
Madison, Wisconsin

NOTES TO FINANCIAL STATEMENTS

NOTE 1 - INFORMATION ABOUT THE COMPANY AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)

At December 31, 2012, there was a deferred tax asset in the amount of $4,090 from
current net unrealized gains on securities and operating loss carryforwards. Valuation
allowances are established when necessary to reduce deferred tax assets to the amount
expected to be realized. Income tax expense is the tax payable or refundable for the
period plus or minus the change during the period in deferred tax assets and liabilities.

F. REVENUE RECOGNITION

Securities transactions and related commission revenue and expenses are recorded on a
trade date basis. Commission revenue in connection with the sale of limited partnership
interests is recognized when all conditions of the customer's investment are met.

G. ESTIMATES

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

H. ACCOUNTING FOR UNCERTAINTY IN INCOME TAXES

The company's federal income tax returns for 2010, 2011, and 2012 are subject to
examination by the IRS, generally for three years after they are filed. In addition, the
company's state tax returns for 2009, 2010, 2011, and 2012 are subject to examination by
state tax authorities for similar time periods.



HARBOUR INVESTMENTS, INC.
Madison, Wisconsin

NOTES TO FINANCIAL STATEMENTS

NOTE 1 - INFORMATION ABOUT THE COMPANY AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)

I. FAIR VALUE MEASUREMENTS

ASC 820 defines fair value, establishes a framework for measuring fair value under
generally accepted accounting principles and enhances disclosures about fair value
measurements. Fair value is defined under ASC 820 as the price that would be received
to sell an asset or paid to transfer a liability (an exit price) in the principal or most
advantageous market for the asset or liability in an orderly transaction between market
participants on the measurement date. Valuation techniques used to measure fair value
under ASC 820 must maximize the use of observable inputs and minimize the use of
unobservable inputs. The standard describes a fair value hierarchy based on three levels
of inputs, of which the first two are considered observable and the last unobservable, that
may be used to measure fair value which are the following:

e Level One - Quoted prices in active markets for identical assets or liabilities.

e Level Two - Inputs other than Level One that are observable, either directly or
indirectly, such as quoted prices for similar assets or Labilities; quoted prices in
markets that are not active; or other inputs that are observable or can be corroborated
by observable market data for substantially the full term of the assets or liabilities.

e Level Three - Unobservable inputs that are supported by little or no market activity
and are significant to the fair value of the assets or liabilities.

As of December 31, 2012, the company’s financial assets which were measured at fair
value in accordance with ASC 820 consisted of $87,552 of marketable securities
employing Level One inputs.

J. OFF-BALANCE-SHEET CREDIT AND MARKET RISK

In the normal course of business, the company’s customer activities involve the execution,
settlement, and financing of various customer investment transactions. These activities
may expose the company to off-balance-sheet risk in the event the customer is unable to
fulfill its contracted obligations. The company clears all transactions for its customers on
a fully disclosed basis with a clearing broker or dealer (clearing firm), who carries all the
customer accounts and maintains the related records. Nonetheless, the company is liable
to the clearing firm for the transactions of its customers.



HARBOUR INVESTMENTS, INC.
' Madison, Wisconsin

NOTES TO FINANCIAL STATEMENTS

NOTE 2 - INCOME TAXES

Composition of income tax expense for the year ended December 31, 2012, is as follows:

Current taxes

Federal $ 600
State 890
Tax benefit of net operating loss
carryforward 940
Total current taxes 550
Deferred tax expense 706
Total income tax expense 3 1,256

Deferred tax assets are a result of net unrealized gains on securities and operating loss
carryforwards at December 31, 2012. The net operating losses of $12,000 start to expire in
2029.

NOTE 3 - RELATED PARTY TRANSACTIONS

Management and administration of the company are provided under a month-to-month
contract with Harbour Management, LLC, a company 100% owned by the majority
stockholder of Harbour Investments, Inc. The management company is responsible for the
payment of all management and administration expense. Harbour Investments, Inc. paid
management fees of $3,200,000 for the year ended December 31, 2012. See Note 4 for
additional related party information.

NOTE 4 - GUARANTEES

The company guarantees an office lease agreement for the benefit of Harbour Management,
LLC, arelated party through common ownership. In the event and for what ever reason, if
Harbour Management, LLC is unable to fulfill the terms of the office lease agreement,
Harbour Investments, Inc. will assume the responsibility of the entire office lease agreement
from that point forward and the entirety of the agreement. The lease is paid monthly and
expires August 31, 2013.



NOTE 4 -

NOTES5 -

NOTE 6 -

HARBOUR INVESTMENTS, INC.
Madison, Wisconsin

NOTES TO FINANCIAL STATEMENTS

GUARANTEES (continued)

The following is a schedule of the future annual lease payments that would be required under
the terms of the lease if the company had to assume the lease for the years ended
December 31:

2013 $ 51,403
$ 51,403

Management anticipates Harbour Management, LLC will be able to fulfill the terms of the
office lease agreement; therefore this obligation is not included on the statement of financial

condition.

CAPITAL REQUIREMENTS

The company is subject to the net capital provisions of Rule 15¢3-1 of the Securities Exchange
Act of 1934. This rule prohibits a broket/dealer from engaging in securities transactions at a
time when its "aggregate indebtedness" exceeds 15 times its "net capital” as those terms are
defined by the rule, subject to a minimum net capital requirement. Aggregate indebtedness at
December 31, 2012, was $2,382,607 while the company had net capital of $714,688 and a net
capital requirement of $158,848. The company's net capital ratio was 3.33 to 1.

SECURITIES OWNED

Marketable securities owned consist of trading and investing securities at quoted fair values,
as summarized below.

Fair Unrealized
Value Cost Gain (Loss)
Corporate equities $ 11,620 § 20,003 $§ (8,383)
Mutual funds 75,932 55,837 20,095

$ 87552 $ 75840 $ 11712




NOTE 6 -

NOTE 7 -

NOTE 8 -

NOTE 9 -

HARBOUR INVESTMENTS, INC.
Madison, Wisconsin

NOTES TO FINANCIAL STATEMENTS

SECURITIES OWNED (continued)

Equity securities are valued at the closing price reported on an active market on which the
individual securities are traded. Mutual funds are valued at the net asset value of shares held
by the company at year end. :

Investment income reflected on the statement of operations includes realized and unrealized
gains and losses as follows:

Unrealized and realized gains $ 10,709
Unrealized and realized losses 940
Net unrealized and realized gains $ 9,769

CONCENTRATIONS OF CREDIT RISK

The company's financial instruments that are exposed to concentrations of credit risk consist
primarily of cash and cash equivalents and commissions receivable. The company places its
cash and temporary cash investments with high credit quality financial institutions. At times,
such investments may be in excess of the FDIC insurance limit. The company routinely
assesses the financial strength of its customers and, as a consequence, believes that its
commissions receivable credit risk exposure is limited.

LITIGATION

The company is subject to various lawsuits, claims, and counterclaims. Such matters are
subject to the resolution of many uncertainties, and accordingly, outcomes are not predictable
with assurance. Although the company believes that amounts provided in its financial
statements are adequate in light of the probable and estimable liabilities, there can be no
assurances that the amounts required to discharge alleged liabilities from these matters will not
have a material adverse affect on its financial condition, results of operations, or cash flows.
Any amounts of costs that may be incurred in excess of those amounts provided as of
December 31, 2012, cannot be determined.

DEPOSIT WITH CLEARING ORGANIZATIONS
The company clears securities transactions with two organizations. The company has cash

and securities totaling $156,000 on deposit with the clearing organizations at December 31,
2012.



HARBOUR INVESTMENTS, INC.
Madison, Wisconsin

NOTES TO FINANCIAL STATEMENTS

NOTE 10 - CUSTOMER TRANSACTIONS

The company does not hold customer funds or securities and does not execute open market
transactions for its customers. Accordingly, the company is exempt from the requirement to
maintain a "Special Reserve Account for the Exclusive Benefit of Customers"” under
provisions of SEC Rule 15¢3-3 based on Paragraph k(2)(ii) of the rule.

NOTE 11 - SUBSEQUENT EVENTS

Management has evaluated subsequent events through February 25, 2013, the date which the
financial statements were available for issue.



